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For Release in HORNING Newspapers of Saturday, December 19, 1942
SECURITIES AND EXCHANGE COMMISSION
Philadelphia
ACCOUNTING SERIES
Release No. 38
The Securities and Exchange Commission today made public an opinion of
its Chief Accountant in its Accounting Series relative to the manner in which
post-war refunds of Federal excess profits taxes should be treated in financial
statements.
The opinion, prepared by William W. Werntz, Chief Accountant, in response
to an inquiry, follows:
"You have inquired with respect to the propriety of the manner in which
the company proposes to reflect in its financial statements the post-war
refunds of Federal excess profits taxes which are provided for by Section 250
of the Revenue Act of 1942.1/ You state that the corporation's tax return
will indicate that the corporation will be subject to an excess profits tax
of $1,000,000, that the company will therefore be entitled under the statute
to a post-war refund credit amounting to $100,000, and that within three
months after the payment of the tax the company will be entitled to receive
bonds of the United States in an aggregate face amount equal to the credit so
established. You note that the Act provides that such bonds shall bear no
interest, and only after, and not before, cessation of hostilities in the
present war may the bonds be transferred by sale, exchange, assignment, pledge,
hypothecation, or otherwise.
"As I understand it, you propose to deduct in your profit and loss statement excess profits taxes in the amount of $900,000, the net amount of such taxes
ultimately payable. However, disclosure will be made of the gross amount of
the tax and of the net credit there against. Concurrently, you propose to set
up an asset account in the amount of $100,000 to reflect the amount receivable
as a post-war refund and to reflect $1,000,000 as a current liability. When
bonds are received the caption of the account will be altered to indicate
that fact. You thus propose to treat the total amount payable as, in effect,
partially a payment of taxes and partially, to the extent of the post-war
credit, as an investment in a special type of government bonds.
"Upon the basis of the facts stated, the treatment you propose is, in my
opinion, in accordance with sound and generally accepted accounting principles
and practice and should be followed. However, in view of its special characteristics, the amount receivable as a post-war refund should not, in my
opinion, be presently classified as current assets or investments, but should
rather be shown among 'other assets.'"

1/ New Part III, comprising Sections 780-783, Subchapter E of Chapter 2,
Internal Revenue Code.

